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24 June 1977 S I

MEMORANDUM FOR: Deputy Director for Intellig

THROUGH : Acting Director,'Center"féf

TOULTXCy uuyyu;.uc/wm.

TROM : Coordinator for Academic Relations and
External Analytical Support

SUBJECT : CIA and the Internatiomal Studies Association

1. Recently I met with Professor Llewelyn Howell of American
University and local arrangements chairman of the International
Studies Association for its 1978 convention in Washington. As you
know from my 18 May memo to you, Howell is anxious to complete
arrangenments for a large number of members of the association to
visit CIA and to be briefed by Admiral Turner. Prior to my meeting
with Howell, I had received assurances from Mr. Hetu that Admiral
Turner would be prepared to appear before an ISA audience in the
Headquarters auditorium.

2. At our luncheon meeting Howell and I agreed on most of the
details for an ISA group to visit the Agency. The convention program
which will be mailed late this year to all association members will
include details of the planned visit. Once registered at the con-
vention and having paid a $25 fee, members will be able to sign up
for the Agency visit. ISA will provide its own transportation and
will ticket as many members who can be accommodated in the Agency
auditorium.

3. The visit is scheduled for Saturxday morning, 25 February.
Howell and I agreed tentatively that prior to Admiral Turner's
presentation to the visitors it would be appropriate for three or
four senior officials, representing different sectors of the Agency,
to make brief presentations and to answer questions. This segment
might best be handled informally as a panel. Admiral Turner's hour-
long presentation and a question-and-answer session would follow,
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and then the visitors would be permitted to view unclassified
exhibits or displays that may by that.time be ayvailable in the main
lobby.

4. Howell and I have agreed on these arrangements, pending
ratification by appropriate senior officials of ISA.and CIA.
Howell has no doubt that ISA will endorse his efforts. We have.
agreed to consult again in September so that I can provide him
with precise language about-the Agency visit for use in the ISA
newsletter. - I will, of course, continue to-report on this as
further arrangements are made. - J

STAT

cc: Mr. Hetu, ADCI/PA
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Professor Herbert Kelman

President, International
Studies Associlation

Department of Social Relations

William James Hall

Harvard University

Cambridge, Massachusetts 02138

Dear Professor Kelman,

!

-

TP

I was gratified to learn that the International Studies Associ-

ation Governing Council has decided that qualified members from the
Central Intelligence Agency will continue to have the opportunity to
participate in ISA meetings. Our analysts who took part in your
March meeting in St. Louils found it professionally stimulating and
beneficial.

I am looking forward to the possibility of addressing interested

ISA members during your next annual convention in Washington. I
understand that Dr. Howell of your program committee and our Academic
Coordinator have made preliminary arrangements for me to do so on
Saturday morning, February 25.

Yours sincerely,
/s/ Stansfield Turner

STANSFIELD TURNER
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Subject: Letter to Professor Herbert Kelman, Harvard University
Possibility of addressing annual ISA convention in Washington
February 25, 1978.

Distribution:

Original - Addressee
- DCIL

- DDCI

ER v~

- DDI

- AD/CPS

- CPS/CAR

N
I

STAT ‘DDI/CPS/CAR (14 June 1977)
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TO: ACTION INFO DATE INITIAL
1| bcCl
2| DDC
3 D/DCI/IC
4| DDS&T
5| oo <
6| DDA
7| DDO
8{ D/DCI/NI
91 GC
101 LC
11 IG .
12| Compt Y
13| D/Pers
14| D/S
151 DITR
16| Asst/DCI
17| AO/DCI
18| C/IPS
19| DCI/SS
20| D/EEO
21
22
SUSPENSE 8 J une 1977
Date

Remarks:

The attached extract from the Morning Meeting
Minutes of 27 May were seen by the DCI who added
in the margin his desire that he'd like to write the
ISA, Please prepare response for his signature, u/

L/ EXeculive becretary
31May77 .

3837 (7-76) Date

STAT
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DDI
31 May 1977
Extract from Morning Meeting Minutes of 27 May 1977:
. 25X1 !
25X1_\ reported on the short-lived coup attempt in Angola, which :
appears to be settled now; | |
25X1 __ | | and two non-substantive matlers:
¥NG
ﬁ*g , == A rump faction of the International Studies Association has

rotested further CIA participation in its conferences. We had a
umber of people participate in the Easter meeting. They were well
received and papers they presented are being published. The organi-
zation's ggverning council has ruled that it finds no grounds to bar
Y CIA participation under standing rules that they identify themselves
rji 7 as CIA. It was explained that this organization is an offshoot of
the American Political Science Association devoted to international

,qgw'J’ P{éffairs.
| -
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. | \ |
ACTION DIRECT REPLY PREPARE REPLY
‘APPROYAL ‘ DISPATCH RECOMMENDATION
COMMENT | RETURN
CONCURRENCE  |1-3| INFORMATION 4 | SIGNATURE ,
Remarks: 4: - ~ Y /v ¥l

Per your request, letter to Herbert

Kelman, President, International Studies
' -Association, regarding CIA participation in

STA] 1978 and future ISA annual meetings.l?l
STAT Academic Coordinator, worked wit
er

etu on the arrangements for you to

speak on 25 February.

- Sayre Stevens

FOLD HERE TO RETURN TO SENDER

. FROM: NAME, ADDRESS AND PHONE NO. DATE
STAT} - 6/14/77
o Y | UNCLASSIFIED | | CONFIDENTIAL | SECRET |
(40) -

2 poRM N 237 Use previous aditions
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Mr. Thomas M. Stauffer
American Council on Education
One Dupont Circle

Washington, D.C. 20036

Dear Mr. Stauffer,

Thank you for your invitation for Agency participation in the
next annual meeting of the International Studies Association, Our
Academic Coordinator has been in touch with Dr. Howell of your
program committee, and our analysts have been encouraged to submit
panel proposals.

Preliminary arrangements have also been made for me to address
interested ISA members in the CIA auditorium on Saturday morning,
February 25. I am very much looking forward to that session.

Yours sincerely,

/s/ stansfield Turnel

STANSFIELD TURNER

Approved For Release 2006/1.1113 : CIA-RDP80M00165A000800070001-9
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Subject: Letter to Mr. Thomas M, Stauffer, American Council on
Education

Agency participation in annual ISA convention, February 25, 1978.
Distribution:

Original - Addressee

1 - DCI
1 - DDCI
1 -ER ~
1 - DDL
2 - AD/CPS
1 - CPS/CAR
STAT DDI/CPS/CAR: (14 June 1977)
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Pléase coordinate and submit recommendatio
to DCI via DDCI on whether our participation is
Hesirable, “including response for DCI signature. gorat
Note 1 July deadline for proposals, .DCI respon se
' |might include proposals or say will come later and

]

: int. |
designate contact point ., /D Execufive Secrefary
1June’?
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Professor Marshall I. Goldman
Associate Director

Russian Research Center
Harvard University

Cambridge, Massachusetts 02138

Dear Professor Goldman:

I greatly appreciate your letter and detailed
observations on our Soviet oil projections.

We are in agreement that the Communist countries
will try hard to avoid imports of 3.5 to 4.5 million b/d
in the 1980s. Our study describes the magnitude of the
problem if present policies continue. We are now working
on the implications of our projections, i.e. what options
do the Soviets have and what would be the cost of their
economy of exercising these options. We expect to have
the issues sorted out by 22 June, when I am scheduled
to brief the Joint Economic Committee. I propose to
send you an unclassified copy of my testimony shortly
thereafter.

Your comments on page four of the critique are
well taken. Certainly the CIA, along with other
observers of Soviet oil affairs, failed to predict the
increase in Soviet o0il exports in the mid-1970s. The
fact that the Soviets chose to make such increases,
however, is central to our argument. Their very
success in increasing output, as well as a slowdown
in domestic demand, are the causes of their problem,
because such increases in output are made by shifting
resources out of exploration into production and by
overproducing existing fields. The faster the Soviets
produce in response to hard-currency needs or for
other reasons, the sooner the downturn will come. It
should also be pointed out that, even with the

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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incentive of high world oil prices and the need for
hard currency, the Soviets have fallen short of their
planned production goals during four of the past five
years.

With regard to reserves, I think you will agree
that the ultimate reserve base is largely irrelevant
in projecting Soviet output in the early 1980s. In
order to avoid a dowpturn in production the Soviet's
must discover and hring into production in the next
few years new super-giant fields like Samotlor and
Romashkino. This is very unlikely.

With regard to alternate sources of energy, we
would certainly agree that such sources exist and that
the Soviets will try to exploit them. We doubt,
however, that these sources can come on stream rapidly
enough to more than marginally alter the situation in
the timeframe of our study. An acceleration of alternate
energy development would require a shift of resources --
including imported equipment and technology paid for
with scarce foreign exchange -- from other areas of
the economy. This would come at a time when the
petroleum industry itself will be requiring ever
increasing amounts of the same resources. Frankly, we
don't see how the Soviets can do it by 1985. Alternate
sources of energy will, of course, come into much
greater use in the late-1980s and the 1990s; by that
time, however, we expect o0il production will have long
since peaked and declined.

We see the same type of problem with regard to
increasing oil output from new areas; it just can't
be done by 1985. Indeed, we do not see many signs that
the Soviets are actually attempting to find and develop
new fields on a crash basis. Rather, until recently
at least, they were moving resources out of exploration
into development drilling in order to increase output
in the short run. As you have pointed out, the Soviets
have purchased large amounts of Western oil technology
and will undoubtedly accelerate such purchases in the
future. @Given, however, that many major items of
equipment are in short supply in the West and that
annual production of such equipment is relatively small,
We See no possibility that the Soviets can obtain the
amount of equipment needed between now and 1985. The
amounts required are staggering.

-2
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When I declassified our study of Soviet oil
prospects, I was curious to see the Soviet reaction.
Frankly, I had expected our paper to be denounced as
a "CIA trick." Nothing of the sort has happened. The
Soviet response has been defensive. Spokesmen have
generally admitted that the Russian oil industry has
serious problems but stressed that solutions could be
found. Interestingly enough, one of the "solutions"
mentioned by a Soviet official was to increase imports
of "cheap" Middle Eastern oil rather than produce
"expensive" Russian oil. The man has a point; in the
short term, the foreign exchange costs of finding,
developing, producing, and transporting Soviet oil
could exceed the foreign exchange costs of importing
OPEC crude.

I am enclosing two memoranda with this letter.
One is our response to a number of questions raised by
another thoughtful recipient of the two papers. The
other is an in-house working paper on the Soviet reserve
question. I would appreciate your treating the reserve
memorandum confidentially. In about a month I plan
to issue an unclassified paper detailing much of the
research that was behind our report.

Finally, I am pleased that you were T:.hle_i;Q_.a.Qge.D_L_T
my 9 June luncheon invitation extended by STAT
A very small group of prominent experts will comment
on our two energy papers at that time. I hope that
you can arrive by mid-morning to be briefed by our

analysts and stay after lunch for further substantive
discussions.

Yours,
[s/ Stansfield Turnex
STANSFIELD TURNER

Enclosures:
as stated

- 3 -
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DCI letter to Professor Marshall I. Goldman, Harvard
Research Center

CONCUR:

STAT

e T Ay 977

Deputy Director for "Intelligence Date
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Response to Comments on CIA Energy Reports

We fully appreciate the problems in forecastipg a
number of variables nearly a decade ahead. We also
recognize that there are special difficulties in projecting
demand for OPEC oil which of course is a residual calculated
from estimates of non-OPEC energy demand and supply. These
are difficulties which are present in all forecasting. On
balance, however, the procedures we used tend to bias our
estimates in the side of being too optimistic regarding
the size of the oil shortfall. This notwithstanding, the
press reports we are too peséimistic.

Estimating demand for energy is complicated because
it largely depends on rates of economic growth in major
consuming countries. Most long-term forecasters are in
agreement that economic expanéion during the period through
1985 will be appreciably slower than during the pre-1973
period. Our estimates of economic growth rates are close
to the consensus view, but in all cases are somewhat lower.
Our projected savings from conservation, on the other hand,
are somewhat higher. On both counts,¢then, our demand

Ve
estimates are likely to prove too loWw rather than too high.

CIA/OER

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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On the gquestion of non-OPEC energy supplies we tried
to minimize the estimating problem by selecting 1985 as the
terminal point in our research. This is important because
the lead times for bringing new energy resources on stream
are fairly well defined. For thé most part, supplies not
already being developed will simply not be available before
1985. Given the lead time problem, which was highlighted
in the recently completed MIT energy study, we are very
confident that the guantities actually available between
now and 1985 will fall within the ranges we have estimated.

Forecasting oil production of most OPEC countries is
not really difficult. Most are constrained by their reserve
base and other elements over which government policies have
no control. The fuzziness comes in predicting output of
those countries with reserves that could support large
production increases such as Séudi Arabia and Kuwait. 1In
both instances, however, we used supply projections that
are clearly a maximum. In the case of ‘Kuwait, we put 1985
production at 3 million b/d even though the government wants
to limit production to only 2 million b/d. Our Saudi projection

of 18 million b/d presumes an all out effort to expand output
Ve
that in fact is not now planned. <

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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With respect to tertiary recovery it is true that
these techniques will result in more oil being produced
from the reserve base. Thejimpact, however, will not be
to increase productiopiin the short run but rather to
get more oil out of the ground in the long run. 1In the
United States an average of only 32% of the oil in place
is extracted with current primary and secondary operations.
National goals recen&iy set by the Energy Research and
Development Agency call for raising the recovery/rate over
the next quarter century to between 34.5% and 38%, an increase
of only 2.5 to 6 percentage points. At present only a few
pilot programs are operating and most of these are in the
United States.

In analyzing Free World energy supply and demand, the
bulk of data we use is available to the public. Drawing
on this data, we expect that others doing similar work
would reach conclusions similar to ours. The MIT group in
fact did, even though a different methodology was used. In
the case of Communist countries we use large amounts of
unclassified data from their technical journals. but we
also draw on information not generally available and therefore
cannot be as forthcoming in public discussion as we would

like. Although this unique information enables us to be

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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more assertive in our Soviet oil forecast, others working
with just the open literature would reach conclusions
similar to ours. I would recommend Robert Campbell;s éxcellent
work on the Soviet oil industry as well worth reading--both
volumes.

Concerning our neégrt on the prospects for Soviet oil
production, the Soviet response that I can tell you about
has been surprising. They have not been bombastic as might
have been expected. Rather they have tended to substantiate
our analysis that the problems they face are widespread and
serious. The essential difference is that the Soviets are
optimistic that they can solve their problems while we are
not. In reaching this conclusion, we of course have considered
the effect of changes in Soviet policy as well as the potential
impact of additional Western technology and assistance.
But these factors will do littie except possibly slow the rate
of the production decline once it begins. It should be
noted that despite the gquadrupling in prices and access to
the most advanced technology, US o0il production has declined
16% since peaking in 1970. Alaska will only halt the decline

for about 2 years.

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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The following specific comments will help clarify
'questions you raised on each of the two energy reports.
The following remarks address the points regarding the
international energy outlook.

o Our energy demand estimates for major consuming
countries draw on two factors (a) rates of economic
growth and (b) the effect of conservation measures
in place. The 10%-15% energy saving we assumed
therefore result from past price increases and
conservation measures in effect as of first quarter
1977. We made no attempt to estimate the impact on
demand of subsequent policy changes. This would
include measures that come out of the energy bill
now before Congress.

o 1In preparing our energy demand estimate we used
both the smoothed Four Year GNP equation plus an
adjustment for conservation in the period after
1973. We of course continue to make the conservation
adjustment through 1985 as indicated in Table 2.
If this methodology were used to predict energy
demand in 1976, it would have yielded results almost
identical to actual energy demand. As for the
sensitivity to economic growth, each half percentage
point increase or decrease in the yearly rate of
growth over the entire period through 1985 would
change our 1985 consumption figure by at most 4
million b/d.

o There is no inconsistency in the estimate that oil
production in selected non-OPEC LDCs will increase
while Soviet production will eventually peak and
decline. Our LDC projections are based on an
assessment of such factors as government exploration
and development policy, the adequacy of the energy
reserve base and the lead time necessary to bring
projects on line. The analysis on the USSR was
done gquite separately.

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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The following notes address the specific questions
you had concerning prospects for Soviet oil production;
On the question of Soviet 0il reserves we are prepa}ing
an unclassified monograph which should be available in

about a month. L
o It is well known that the Soviets make less
efficient use of their resources--land, labor, and
capital--than any other major industrial country.
In the area of forestry, for example, they have
denuded vast areas with little or no provision for
replanting or erosion controcl. In energy they
are wasteful with a vengeance in large part because
of the techniques they use. Even Soviet engineers
are aware of this; they are also aware of the more
efficient techniques used in the West. Adopting
them is difficult if not impossible, however, since
the pressure they face is to meet plan goals. As
a result, they get more oil out not, but less over
time. Instead of the 32% yield we get, the Soviet
State Planning Agency puts Soviet recovery at
only about 25% of the o0il in the ground.

o0 We agree that the Soviets could reverse their present
emphasis on production over exploration and the
Soviets are aware of this. So far, however, we
have no evidence suggesting such a shift is in
sight. 1In fact, we expect that pressures in the
opposite direction will intensify as output falls
increasingly below plan targets. In any event, the
Soviets have not increased their exploratory drilling
in the past fifteen years. All of the new drilling
rigs have been allocated to drilling wells in known
pools to boost immediate output. Any shift to
exploration would entail drilling fewer production
wells and an immediate fall-off in current output.

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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0 We examined the possibility of tertiary recovery
in the Soviet Union during the time period of our
analysis. The prospects of it having any more than
an insignificant impact are negligible. For one
thing, Soviet practices make 1t difficult to
implement tertiary recovery procedures. This is
because their massive water flood techniques adversely
affect the o0il reservoir permeability. Given the
widespread damage inflicted on major oil reservoirs
the Soviets will have a hard time getting a much
larger share ‘of their oil out of the ground than
they do now. If the US is any example, the Soviets
might be able to increase recovery rates a few
percentage points over the long term with tertiary
methods. Even accomplishing this will be difficult,
however, since Soviet oil technology--especially
tertiary techniques--lags well behind US technology.

0 New capacity requirements are driven by the pace at
which the Soviets are depleting their oil fields.
We agree that new capacity requirements are controlled
by policy decisions in the sense that the Soviets
could choose to produce less now thereby reducing
replacement needs. Holding down production at this
point, however, would mean a reduction in what is
made available to Eastern Europe and the West. 1In
the short-run at least the Soviets would be hard
pressed to limit domestic demand without adversely
affecting real economic growth.

0 The Soviets have known for some time that they
have a drilling problem. Indeed the cutback in
exploratory drilling reflects their awareness of
the problem. To ease the situation they could in
theory purchase more rigs in the West if they were
available. The number of new rigs produced annually,
however, has been remarkably stable and generally
devoted to replacing old ones. There is in fact
very little excess rig capacity. But even if the
Soviets were somehow able to buy them they would
face serious equipment problems since Soviet
drilling techniques are much different than in the West.
In any event, the Soviet record on integrating
Western technology is not very good.

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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The Soviets of course could help their oil
situation by permitting large numbers of foreign
nationals to work major oil fields. Despite
growing Soviet appreciation of their problem
and willingness over the past 4-5 years to spend
several billion dollars on oil field equipment,
they have not allowed such foreign activity.

Nor have they even been willing to provide
sufficient data on their oil fields so as to
make optimum ‘purchases of equipment.
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STAT.

Admiral Stansfield Turner
Director

Central Intelligence Ageney
Washington, D.C. 20505 Vs

Dear Admiral Turner:

STAT

[

Thank you very much for your thoughtful letter, T must say
I had not expected to hear from the director of the Central Intelli-
gence Agency but I was delighted that you were interested in the
problem, .
*‘..a‘s"".
I have enclosed a somewhat longer analysis of the two reports.
Naturally I would welcome any comments that anyone has about them,

I should say that I have had several discussions with manufac-
turers of American oil producing equipment. They all suggest that
the sale of their technology which has been an ongoing operation will
indeed make it possible for the Soviets to overcome many of their
operating problems. That should make it possible for the Soviets to

continue to develop their petroleum reserves not only in permafrost }
areas, but in offshore deposits.

I suspect my major concern, ‘however, as an economist is that
without the money to pay for the oil, the Soviets simply cannot become
a major importer, Consequently it does no good to suggest that the
Soviets would like to import the oil if they are unable to pay for it.
Moreover, I would agree that Saudi Arabia and some of the other OPEC
countries will be unwilling to supply that much, but then the Soviets

will not become a major factor in the import market. In other words, ij); /

NI
11/-"1

a critical assumption in the CIA reports is that the Soviet Union will

be buying from 3.5 to 4.5 million barrels a day. It does not bother O
me that they would like to do this. What is important is can they b

afford to do it. I do think that the attraction of the high world price
and their inability to pay for what they would like to buy will force
them to move rapidly to domestic conservation both ot home and in East-
ern Europe. Since they have remarkably large quantities of natural

gas and large quantities of coal, that should not be too difficult for
them. Certainly it should be no more difficult for them than it will

be for us.

My New York Times article left off the last couple of
sentences. Those sentences reaffirm the fact that I think the overall
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Admiral Stansfield Turner > 10 May 1977

conclusions that we, the United States and the rest of the world
will be severely short of petroleum is a correct analysis. What

I was worried about was that by pushing the date up to 1985,

that would cause a loss of creditability, particularly because the
American public is skeptical of the whole situation. I think in
trying to indicate” that there was a short-run problem, we may very
well have lost support for conservation‘for the longer haul.

Sincere ly yours,

MIG:rdb ‘ TN Marshall I. Goldman

-

Yo
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Admiral Stansfield Turmer
Director

Central Intelligence Agency
Washington, D.C. 20505
STAT
Dear Admiral Turner:

3

Thank you very much for your thoughtful letter. I must say
T had not expected to hear from the director of the Central Intelli
gence Agency but T was delighted that you were interested in the
problem.
Lt
I have enclosed a somewhat longer analysis of the two report
Naturally I would welcome any comments that anyone has about them.

T should say that T have had several discussions with manufa
turers of American oil producing equipment. They all suggest that

indeed make it possible for the Soviets to overcome many of their
operating problems. That should make it possible for the Soviets to .
continue to develop their petroleum reserves not only in permafrost l
areas, but in offshore deposits.

the sale of their technology which has been an ongoing operation WiLL{ 7

I suspect my major concern, however, as an economist is that
without the money to pay for the oil, the Soviets simply cannot become
a major importer. Consequently it does no good to suggest that the
Soviets would like to import the oil if they are unable to pay for it.
Moreover, T would agree that Saudi Arabia and some of the other OPEC
countries will be unwilling to supply that much, but then the Soviets -
will not become a major factor in the import market. In other words, <;§n47
a critical assumption in the CIA reports is that the Soviet Union will ,gﬁfi
be buying from 3.5 to 4.5 million barrels a day. It does not bother Paa?
me that they would like to do this. What is important is camn they 6A¥,
afford to do it. I do think that the attraction of the high world price
and their inability. to pay for what they would like to buy will force
them to move rapidly to domestic conservation both at home and in East-
ern Furope. Since they have remarkably large quantities of natural
gas and large quantities of coal, that should not be too difficult for
them. Certainly it should be no more difficult for them than it will
be for us. '

My New York Times article left off the last couple of
sentences. Those sentences reaffirm the fact that I think the overall
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conclusions that we, the United States and the rest of the world

will be severely short of petroleum is a correct analysis., VWhat

I was worried about was that by pushing the date up to 1985,
“'that would cause a loss of creditability, paxticularly because the

American public is skeptical of the whole situation. I think in

trying to indicate that there was a short-run problem, we may very

well have lost support for conservation‘for the longer haul.

Siﬁ%erely yours,
M D
A --\/\,\i‘k‘
MIG: rdb s Marshall I. Goldman

EASUN

gt '!
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S0ME CRITICAL OBSERVATIONS ABOUT THE CIA
ANALYSIS OF THE NEED FOR SOVIET OIL IMPORTS

PYTE

~

Marshall I. Goldman
Professor of Economics at Wellesley College
and

Associate Director of the Russian Research Center,
Harvard University
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which served as the underpinning for President Carter's.statement on the need
. for energy cc:nservation.,'L ‘While few would dispute the need for energy con-
servation, there is good reason to phallenge the CIA's specific findings abcut_.

the availability and demand for petroleum in the USSR.

The CIA argues that by 1985 the availability of world.petréleum supplies
will becpme decidedly more limited, because the "USSR‘will_chhnge:from an exporter
to a substantial importer of Qilo"2 Whereas "The Communist countries have<
been net-exporters of about 1 million barrels a day (mbd} of oil to the West,”
by 1985, "the Soviet Union and Easteﬁn;Europe will require & minimum of 3.5 mbd

of imported oil. ... At worst, slumping production could lead to import require-
~ .

ments as large as 4.5 mbd."3 The CIA reasons that because the OPEC countries

will already be earning more than they can spend, the oil producers will be un-—

able or unwilling to expand their supply capabilities to satisfy these augmented

demands.

While few would argue that sooner or later\the Soviet Ugion will find itsell
short of oil, the CIA reports are open to criticism on several levels. They
seem to neglect important aspects of economic analysis. low will the Soviet'
.Union pay for these 3.5 to 4.5 mbd? If they should find it necessary to come
into the market with the predicted demand, what will the price be? Vhat effect

will the price have on the Soviets'desire to import and export? What is the size

of the estimate of Soviet reserves? Will the use of Western technology change

the CIA prediction?
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" As the CIA itself p01nts out, 40% of the hard-currency earnings of the

Soviet Union are derived from the sale of petroleum¢h ‘ Actually, the figure-
for 1976 was probably closer to MS;SO%, TRis meang that, if the Sov1et Unlon
ceases to export,»iﬁ will lose its main source of hard currency. Indeed the
.Soviet Union is counting on its pétroleum exports to reduce the forelgn debt
incurred because of the 1972-73 and 1975-76 grain purchases.. Petroleum.byought'
~in closé,to $2.6 billion in 1975, compared to $700 million for timber, the .
éecond largesﬁ income earner. In 1976, natural gas pro%ably‘fecame ﬁhe seeond;

or third largest soufce of hard currency, but it is unlikely td earn more than

$1 villion in 1977.

o

Even at its present levels of petroleum exportgf the Soviet Union has been |
running a hardfcurrency,deficit of close to $3 billio;. This~was‘éﬂ improveﬁent )
over 1975, when the deficit waé about $h billion.‘ Presumably the trade deficit
will continue to diminish if the 1977 harvest is as good as the 1976 harvest.

But if the_Sov1et Union finds itself unable to export petroleum_or unable to
discover some substitute export commodities, it will not only 1ack the whefewithal
t0 pay off ité ﬁést debt, but also the qasﬁ to pay for the massive oil imporis
projécted by the CIA. 'Iﬁ is true that the Soviet Union has been able to oﬁtain
relatively small oil imports on a barter'”basis from Iraq, Libya, and some of
the'other OPEC nations, but unless there is a radical alteration in the preseﬁt :
politicél and, econoﬁic conditions, it is hard to see how the Soviets can induce

- the OPEC producgrs to part with.the large qﬁantities_of petroleum the CIA pre-
dicts the Soviets will require. The need for and the.absence off hard currenéy

by the USSR is a major flaw in the CIA reasoning.

For the sake of argument, however, let us assume that the Soviet Union,-

-

through some windfall does find the cash to import OPEC petroleum, even on a'
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émall écale.‘ Any change  .the Soviet status from an exp./er to an importer

0 . Approved For®élease 2006/11/13 : CIA-RDP80M00165A000800070007-9
. will affect the world price of petroleum. Naturally, the addition of the Soviet
demand will push up the price considerably and thereby increase the Soviets' need
for an acceptable currency even more than Is preseptly the case. But the higher
the price for petroleum, the greater the pressure on the Soviet Union to con-
serve. As a minimum a higher price will curb the temptation to import, and at

best it will stimulate the Soviet Union to find some way to set aside something

for exports.

4

Conceivably, as the world demand continues to g}ow and the price climbs,
the Soviet Union could decide to reduce exports slightly, since like the back-
bending supply curve for labor, the Sevﬁgts will be able to earn the same amount
with a lesser level of exports. Their willingness EP export will probafly also
be affected by their overall need to earn hard currenéy. Another pdbr harvest
‘or an increase in the desire for new.machinery or.technology would further

increase the pressure to set up petroleum exports.

Fortunately for the USSR, it has some flexibility with regard to whether or
not it consumes its petroleum itself or exports it. The Soviets may not be as
vasteful as we are in the United States, but like we, they have vaét reserves of
other forms of energy. t has large deposits of coal and even larger deposits
of naturai gas, Indeed the USSR will shortly become Qne of the world's major,
i} not the largest exporter of natural gas. Equally important, its environ-
mental lobby has had_no impact on the building-of nuclear plants. Consequently
.the Soviet Un;on is moving very rapidly towérd the building of such plants.
Atomic energy will soon become an important source éf electrical power. The

Tenth Five Year Plan calls for the Soviets and the Dast Furopeans to increase

the electricity generated by nuclear power to 30 million kilowatts. Towards that

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9
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. Year Plan. will ‘be spent on atomic power.

Oddly enbugh, while the CIA recognizes the re@atiﬁe‘abundance‘of the
Soviets? aiternative sources of energy, because so much of it is located in
remote and hostile areas, the CIA apparently feels the Soviét Union lﬁcks the
flexibility to take advantage of:this substitutabiliﬁy. Therefore,‘thé CIA
usually coricludes that-there isllittle'tﬁe Soviet Union can do to increase
pétroleum exports to the hard-currency markets. One*of’the strongest statements:
éf_this sort appeared in the CIA'publication released in January 19Th. . "The‘
USSR has little, if any, uncommitted qi;{from,domestic sources with which to

) 2 :
expand sales to the West and take advantage of the present price.” 2 i some--

what similar sentiment was expressed by bl the CITA in-a Joint STAT

Economic Committee Repoft which appeared on June 27, 1973, befofe-the 0il embargo
and price rise of late 1973.6 Such seﬁtiments méy have seéméd reasonable at
the tinme, considering that Soviet gross petrolepm exports in 1972 had increased
by oﬁly 2 million tons compared tc an increase of almoét 5 miilion tons in 1971.
Indeed, net exports (gross exports minus imports) actually fell in‘1972_for the
first time since: the early 1950's. Subsequéntly, however, net Soviet petroleum
exports increased in 1973 by 6 million tons, T ﬁillion tons in 197ﬁ, and 12i

million tons in 19?5q It is likely that they have increased even more in 1976.

It is true that the tonnage of petroleum diverted to the hard-currency
countries fell in 1974, but this can be largely explained by the sudden leap in
earnlngs from the smaller amount of exports. VWhereas hard-currency earn;ngs
approximated $60C million in 1972, in the aftermath of the October 1973 price.
increase, they jumped to $1.3 billion in 1973 end $2.5 billion in 197k, despite
the drop in the actual tons exported. This virtual doubling of petroleum e;rnm'

ings made it possible for the Soviet Union in 1974 to accumulate one of the largest

Approved For Release 2006/11/13 : CIA-RDP80MO00165A000800070001-9, - .-
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. hard-currency ‘surpluses in its history. There was no need to export more.

The situation changed radically, however, in 1975. Then, because of the -

- recession, the earning pofential.of the ﬁ}aditiongl Soviet exports,’such as
timber, was adversely affected. Because the Soviet Union had to sﬁend several

‘ billion dollars on unanticipated purchases of graiﬁ, the Soviets found themselves
with another record - this time a deficit of‘$3.5 billion. In order to prevent
it from rising even higher, the Soviets sharply increased théir exports of
petroleum to the hard-currency countries. Exports‘ro;e from 31 million tonSAin
197h to 38 million tons in 1975. With the deficit continuing into'leG, the
Soviets once more increased their haydr-currency exports by as much as 10 million

: d

tons (200,000 bd), the CIA prediction notwithstanding.

~

Granted, it is igdeed difficult to predict future behavior in Soviet patro—
leum markets. Nonetheless, based on past Séviet behavior, there seems to he A
strong evidence to indicate that the Soviets are responsive to changes in the
market price and export opportunities. This became particularly clear during
the oil embargo of l973-—7hu7 Moreover, they will also use their petroleum to
alleviate balance of payment problems. In other words, if they have a serious
balance of payments problem, their first response has been to incréase exports,

-

although as the balance of payments improves, they may be able to export less.

There 1s good reason to believe this pattern will continue in the future,

IT. Reserves

It is much more difficult to challenge the CIA's estimate of Soviet reserves.
The Soviét figures are a state secret. Further complicating the effort is the
fact that reserves in the United States and in the West are classified dif-~
ferently from those in the Soviet Union. However, bécause fewer new major Soviet

oil fields have been announced recently, (although a major field was discovered
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.ihat the feserve/production ratio is faliingo Yet, £hat does not necessarily
mean that the CIA's gloomy'conclusions are correct. As reqently‘as September

‘ N : ’
1975, a CIA report indicated that the best estimate of Soviet "proved"
"reserves in place" totaled about 10 billion tons or T3 billion barrels.
‘According to the Soviet classification system, that means categories A + B.8
As indicated in Table 1, other reserve estimates by othér authors, including tﬁe
United States Geologipéi Survey, rahge from 5,2'- 7‘mil;ion tons (38*56 billion
bafrels) to 13.5 million tons (99 billion barrels) QE proven and probable reserves:;
(Categorieé A+ B+ Cl)' The CIA estimate of proven reserves was reduced to
36 billion barrels in 1976, but then iﬁti977, it was lowered again, this time
to‘30~351bi;lion barrels.9 " These continued reviquns are appareﬁfly due-to .
more than just the drain of cufrent prodpctiona It is impossible fo-postuléte

vhat the correct figure may be, but without some more information it is hard

to see how the CIA has suddenly arrived at the figures it now wants us to accept.

ITI. Declining Oubput

The CIA also warns that in one to four years Soviet output will level off,
aﬁd then, in another year of two, begin to fall. Similﬁr-preQictions had been
made‘p:eviously, Some thought productioﬁ would decline aé early as the early i
1970's.lOCertainly, sooner or later output will fall. Indeed, the Sovieﬁs'have
cause forrconcern, because output in most of their older fieldé is in fact
diminishing. However, thus far this has been ﬁore than-compensated for by

increases in output in relatively new areas of West Siberia.

The CIA warns, however, that pumping at such rapid rates from those'new
fields is unlikely to continue. Moreover, they argue that most of the untapped

reserves are located in cold and hostile regions. This is true; yet it is also
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| Tiumen fiélds in West Siberia for similér reasons. To the amazement of many.
however, not only are the Soviets pumping almost‘35% of their output from the
‘Pivmen region, but output there in 1976 j&mped by "almost 30 million tons
(6069000 bd). This accomplishment is all the more impressive_whén it is _
. remembered that oil was first discovered at Samotlor only in 1960.7 Oﬁly elght
years latef the firét commercial wellithere was opened. Moreover, the Soviets
‘had to develop their own techniques for operating in ﬁhis new and extreme environ-
ment of permafrost all year long -~ with sub-zero we;ther in the winter and heat,
swamp, and mosquitos in the summer. It helps, of course, that the Soviets_do
not have to trouble themselves with f@%‘same kind of envirommental safeguards
that have bedeviléd our oil companies in Alaska. \It is also necessary” to
remember that the Soviets are used to wgrking ﬁnder ;xtreme conditicns, par-—
ticularly in.frigid zones, that ﬁOSt AMuericans would find intolerable. For
that,reasoﬂ it is unwise to assume that new deposits in equally or more hostile
regions of the Soviet Union will be unworkable or will come slowly.ll Noxr
should it be forgotten that despite the remoteness and difficult working con-

ditions of many of these areas, each price increase in the world market makes

feasible many projects that préviously may have been unprofitable.

»IV. Technology

Finally, a key assumption in the CIA report is that Soviet tecﬁnology is
unable to cope with the difficult exploration;'drilling, and pumping conditions
that exist in the USSR. After referring to the difficuity of developing petro-
leun in places such as the Arctic, Kamchatka, and Sakhalin's off-shore regions;
and the East Siberian 1owlénds, and in particular the deep wells in the Caspian,

the CIA asserts that "the USSR lacks the equipment and experience necessary to
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. Approved For Redéase 2006/1 1143 : CIA-RDP80M00165”()0800070001-9

undertake a deep drilling program without extenéive Western help."‘12 Again,

'.the CIA is correct as far aé it ‘goes. Soviet turbodrili rigs are gighly inef-- -

ficient for thé deep drilling that is becoming ingreasingl& negessarj in the

USSR. Similarly many of the drilling bits used in the Soviet Union axe inef—

ficient. The CIA is also correct when it argues that the Soviet Union is faced
. - -

with the necessity of pumping out increasing quantit%gs of water with its petro-

leun. But conceding all these points does not neqéssarily lead to the cbn«

clusion that outpuﬁ will fall. Certainly new production Wiil.be more costly.

It will also necessitate significantbinfusion of foreign technology. As export

prices rise, however, the purchase of foreign technology becomes all the more

M

attractive. Indeed, the Soviets for some time have been active pufchasefs ot
ﬁestern petroléum tecﬁnology. They have bought ﬁillions of dollars worth of
pipé, large ﬁumbers of semi-submersible pumps, and off-shore oil rigs. They
are negotiating for the purchaée of drill bit and other pétfoleum equipment
factories. While all of this will be expensive, it is by no meéns an unsufm

mountable obstacle.

In sum, there seems to be no doubt that sooner or later the Soviet Union
wili find itself short of petroleum, juét like most of fhe othér industrialized
‘countries in the world. However, there is very good reasbn to believe that it
. will be later than the CIA;indicates, and that the Soviets will not be able to

solve their domestic shortages by massive imports of petroleum.
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PETROLEUM RESERVE ESTIMATES FOR THE SOVIET UNION
PROVEN AND PROBABLE (A + B + Cy)

. Billion Billion.
Source - . _Tons ’ Barrels
ICongressional Research Service, Library of Con- 5.2-1 . 38-56
gress, CRS-1 IB75059, Update, February 25 :
1976 .
ZUnited Nations, Statistical Yearbook, 1971, 8.1 59
Volume 23, New York, 1972, p. 18l
3central Intelligence Agency, Research Aid - 10.0. 13
Soviet Long-Range Energy Forecasts, ~
Washington, D.C., September 1975, p. 10
dleslie Dienes; "Energy Self-Sufficiency in 10.3 75
the Soviet Union," Current History,
August 1975, p. 47 L5
5J. H. Cheshire and Miss C. Huggett, ~_ 10.5 77
“Primary Energy Production in the Soviet .
Union: Problems and Prospects," Energy
Policy, September 1975, p. 229.
6011 and Gas Journal, December 1975 10.9 80
/International Petroleum Encyclopedia, 1.3 83
Tulsa, Oklahoma, The Petroleum
Publishing Company, 1975, pp. 203 and 297
8United States Geological Survey for 1973 - 13.5 >99
9Jeremy Russell, Energy as a Factor in 14.0 - 103

Soviet Foreign Policy, London, Saxon
House-~-Lexington Books, 1976, p. 40

10ynited states Geological Survey, Summary of 13.5 99

Petroleum and Selected Mineral Statistics
for 120 Countries, Including Offshore
Areas, Joseph P. Albers et al., Washington,
D.C., United States Government Printing
0ff1ce 1973, pp. 142-143
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Admiral Stansfield Turner
Director

Central Intelligence Agency
Washington, D.C. 20505

Dear Admiral Turmner: .

Thank you very much for your thoughtful letter. I must say
I had not expected to hear from the director of the Central Intelli-
gence Agency but I was delighted that you were interested in the
problem.

P

I have enclosed a somewhat longer analysis of the two reports.
Naturally I would welcome any comments that anyone has about them.

I should say that I have had several discussions with manufac-
turers of American oil producing equipment, They all suggest that
the sale of their technology which has been an ongoing operation will
indeed make it possible for the Soviets to overcome many of their
operating problems. That should make it possible for the Soviets to
continue to develop their petroleum reserves not only in permafrost
areas, but in offshore deposits.

I suspect my major concern, however, as an economist is that
without the money to pay for the oil, the Soviets simply cannot become
a major importer. Consequently it does mno good to suggest that the
Soviets would like to import the oil if they are unable to pay for it.
Moreover, I would agree that Saudi Arabia and some of the other OPEC
countries will be unwilling to supply that much, but then the Soviets
will not become a major factor in the import market., In other words,

a critical assumption in the CIA reports 1s that the Soviet Union will
be buying from 3.5 to 4.5 million barrels a day. It does not bother

me that they would like to do this. What is important is can they
afford to do it, I do think that the attraction of the high world price
and their inability to pay for what they would like to buy will force
them to move vrapidly to domestic conservation both at home and in East-
ern Europe. Since they have remarkably large quantities of natural

gas and large quantities of coal, that should not be too difficult for
them. Certainly it should be no more difficult for them than it will

be for us.

My New York‘Tlmes article left off the last couple of

sentences. A r%sm‘ﬁ%act that I think th@,oyerall
£-7.2. BN

Executive Committee: ABRaM BercsoN, HAroLD J. BErman, DoNaLDp FANGER, MARSHALL I. GOLDMAN,
Epwarp J.. KEenaN, Horace G. LunT, RIcHARD PrpEs, VLAnmmI Toumanorr, Apam B. Uram
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Admiral Stansfield Turner .. 10 May 1977

conclusions that we, the United States and the rest of the world
will be severely short of petroleum is a correct analysis. What
I was worried about was that by pushing the date up to 1985,

that would cause a loss of creditability, particularly because the

American public is skeptical of the whole situation, I think in

trying to indicate that there was a short-run problem, we may very

well have lost support for conservation for the longer haul,

S iﬁ::ere ly yours,

QV\M%A/-Q«\A

~

MIG:rdb q-i-»‘"';; Marshall I, Goldman

3
PR
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SOME CRITICAL OBSERVATIONS ABOUT THE CIA
ANALYSIS OF THE NEED FOR SOVIET OIL IMPORTS

PENE o

.

Marshall I. Goldman
Professor. of Economics at Wellesley College
' and

Associate Director of the Russian Research Center,
Harvard University
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In Aﬁril 1977, the Central Intelligence Agency released two new reports

which served as the underpinning for President Carter's.statement on the need
.for energy conservation.l While few would dispute the need for energy con-
servation, there is good reason to challenge the CIA's specific findings about

the availability and demand for petroleum in the USSR.

The CIA argues that by 1985 the availability of world petroleum supplies

will become decidedly more limited, because the "USSR will change from an exporter

to a substantial importer of oil."? Whereas "The Communist countries have
been net exporters of about 1 million barrels a day (mbd) of oil to the West,"
by 1985, "the Soviet Union and Eastewn’ Europe will require a minimum of 3.5 mbd

of imported oil. ... At worst, slumping production could lead to import require-
ments as large as L.5 mbd."> The CIA reasons that because the OPEC countries

will already be earning more than they can spend, the 0il producers will be un-

able or unwilling to expand their supply capabilities to satisfy these augmented

demands.

While few would argue that sooner or later the Soviet Union will find itself
short of oil, the CIA reports are open to criticism on several levels. They
seem to neglect important aspects oOf economic analysis. How will the Soviet‘
Union pay for tﬁese 3,5 to 4.5 mbd? If they should find it necessary to come
into the market with the predicted demand, what will the price be? What effect

will the price have on the Soviets'desire to import and‘export? What is the size

of the estimate of Soviet reserves? Will the use of Western technology change

the CIA prediction?
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As the CIA itself points out, 40% of the hard-currency earnings of the

b Actually, the figure

Soviet Union ére derived from the sale of petroleum.
for 1976 was probably closer to 45-50%. This means that, if the Soviet Union
ceases to export,-it will lose its main source of hard éufrency. 'Indeed, the
Soviet Union is counting on its pétroleum exports to reducé the foreién debt
incurred because of the 1972-73 and 1975576'grain purchases.. Eetroleum brought
in close to $2.6 billion in 1975, compared to $700 million for timber, the
éecond largest income earner. In 1976, natural gas pro%ably 5ecame ﬁhe second.

or third largest source of hard currency, but it is unlikely td earn more than

$1 billion in 1977. o
_ e

Even at its present levels of petroleum exportgf the Soviet Union has been
running a hard-currency deficit of close to $3 billioﬁ. This was aﬁ>improvement
over 1975, when the deficit was about $4 billion. Presumably the trade deficit
will continue to diminish if the 1977 harvest is as good as the 1976 harvest.'
But if the Soviet Union finds itself unable to export petroleum or unable to
discover some substitute export comﬁodities, it will not only lack the whefewithal
to pay off its bést debt, but also the cash to pay for the massive oil imports
projected by the CIA. Tt is true that the Soviet Union has been able to obtain
relatively small oil imports on a barter basis from Iraq, Libya, and some of
the other OPEC nations, but unless there is a radical alteration in the present
politicél and econoﬁic conditions, it is hard to see how the Soviets can induée
the OPEC producers to part Qith the large quantities of petroleum the CIA pre-
dicts the Soviets will require. The need for and thevabsence of har& currency

by the USSR is a major flaw in the CIA reasoning.

For the sake of argument, however, let us assume that the Soviet Union,

through some windfall does find the cash to import OPEC petroleum, even cn a
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‘will affeCE the world price of petroleum, Naturally, the addition of the Soviet
demand will push up the price considerably and thereby increase the Soviets' need

" for an acceptable currency even more than s presently the case. But the higher
the price for petroleum, the greater the pressure on the Soviet Union to con-
serve. As a minimumra higher price will curb the temptation to import, and at

best it will stimulate the Soviet Union to find some way to set aside something

for exports.

'
Conceivably, as the world demand continues to-g}ow andrthe price‘climbs,
the Soviet Union could decide to reduce exports slightly, since like the back-
bending supply curve for labor, the S@vigts will be able to earn the same amount
with a lesser level of exports, Their willingness Eo export will probaﬁly also
be affected by their overall need to earn hard currency. Another poor harvest

or an increase in the desire for new machinery or technology would further

increase the pfessure to set up petroleum exports.

Fortunately for the USSR, it has some flexibility with regard to whether or
not it consumes its petroleum itself or exports it. The Soviets may not be as
wasteful as we are in the United States, but like we, they have vast reserves of
other forms of energy. It has large deposits of coal and even larger deposits
of natural gas. Indeed the USSR will shortly become one of the world's major,
i} not the largest exporter of natural gas. Equally important, its environ-
mental lobby has had no impact on the building of nuclear plants. Consequently
the Soviet Union is moving very rapidly toward the building of such plants.
Atomic energy will soon become an important source of electrical power. The

Tenth Five Year Plan calls for the Soviets and the East Europeans to increase

the electricity generated by nuclear power to 30 million kilowatts. Towards that
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end, about 20% of the investment for electricity in the USSR during the Five

Year Plan will be spent on atomic power,

Oddly enbugh, while the CIA recognizes the re;ative‘abundance of the
Soviets® aiternative sources of energy, because so much of it is located in
remote and hostile areas, the CIA apparently feels the Soviet Union lécks the
flexibility to take advantage of this substitutability. Therefore, thé CIA
usually concludes that there is.little'the Soviet Union can ao to increase
pétroleum exports to the hard-currency markets. One~of,the strongest statements
of.this sort appeared in the CIA'publication released in January 19Thk. "The
USSR has little, if any, uncommitted Qigﬂfrom domestic sources with which to

,(. ,
expand sales to the West and take advantage of the»present price." 2 A some-~

what similar sentiment was expressed by bf the CIA in-a Joint

Economic Committee Repoft which appeared on June 27, 1973; before the oil embargo
and price rise of late 1973.6 Such sentiments méy have seémed reasonable at
the time, consi&ering that Soviet gross petroleum exports in 1972 had increased
by only 2 million tons compared to an increase of almost 5 million tons in 1971.
Indeed, net exports (gross exports minus imports) actually fell in.l972 for the
first time since  the early 1950's. Subsequéntly, however, net Soviet petroleum

exports increased in 1973 by 6 million toné,'T million tons in 19Tk, and 12

million tons in 1975, It is likely that they have increased even more in 1976.

It is true that the tonnage of petroleum diverted to the hard-currency
countries fell in 19TkL, but %his can be largely explained by the sudden leap in
earnings from the smaller amount of exports. Whereas hard-currency earnings
approximated $600 million in 1972, in the aftermath of the October 1973 price
increase, they jumped to $1.3 billion in 1973 and $2.5 billion in lQTh,Adespiﬁe
the drop in the actual tons exported. This virtual doubling of petroleum éérn—

ings made it possible for the Soviet Union in 1974 to accumulate one of the largest
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+ hard-currency surpluses in its history. There was no need to export more.

The situation changed radically, however, in 1975; Then, because of the -

- recession, the earning potential of the ﬁ?aditiongl Soviet exports,.such as
timber, was adversely affected. Because the Soviet Union had to spend several
billion dollars on unanticipated purchases of grain, the.Soviets found themselves
with another record - this time a deficit of $3.5 billion. In order to prevent
it from rising even higher, the Soviets sharply increased their exports of
petrqleum to the hard-currency countries, ExportS'To;e from 3L million tons in
1974 to 38 million tons in 1975. With the deficit continuing into 1976, the
Soviets once more increased their hardrcurrency exports by as much as 10 million

[}

tons (200,000 bd), the CIA prediction notwithstanding.

T

Granted, it is ipdeed difficult to predict futufe behavior in Soviet petro-
leum markets. Nonetheless, based on past Soviet behavior, there seems to be
strong evidence to indicate that the Soviets are responsive to changes in the

7 market price and export opportunities. This became particularly clear during
the oil embargo of 1973-Th. 7 Moreover, they will also use their petroleum to
alleviate balance of payment problems. In other words, if they have a serious
balance of payments problem, their first response has been to increase exports,
although as the balance of payments improves, they may be able to export less.

0

There is good reason to believe this pattern will continue in the future.

II. ZReserves

It is much more difficult to challenge the CIA's estimate of Soviet reserves.
The Soviet figures are a state secret. Further complicating the effort is the
fact that reserves in the United States and in the West are classified dif-
ferently fromlthose in the Soviet Union. However, bécause fewer new major Soviet

0il fields have been announced recently, @lthough a major field was discovered
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that the reserve/production ratio is falling. Yet, that does not necessarily

mean that the CIA's gloomyfconclusions are correct. As recently as Septembér

- *

1975, a CIA report indicated that the best estimate of Soviet "oroved"

"reserves in place" totaled about 10 billion tons or T3 billion barrels.

According to the Soviet classification system, that means categories A + B.8

As indicated in Table 1, other reserve estimates by other authors, including the
United States Geologigai Survey, range from 5.2 - T million tons (38-56 billion
barrels) to 13.5 million tons (99 billion barrels) o% proven and probable reserves;

(Categories A + B + C,). The CIA estimate of proven reserves was reduced to

1
36 billion barrels in 1976, but then iﬁ”1977, it was lowered again, this time
to 30-35 billion barrels.9 " These continued reviggons are apparently due to
more than just the drain of current production. It is impossible to postulate

vhat the correct figure may be, but without some more information it is hard

to see how the CIA has suddenly arrived at the figures it now wants us to accept..

ITI. Declining Output

The CIA also warns that in oﬁe to four years Soviet output will level off,
and then, in another year or twe, begin to fall. Similar predictions had been
made previouély. Some thought production would decline as early as the early :
lQTO's.lOCertaiﬁly, sooner or later output will fall. Indeed, the Soviets have
cause for concern, because output in most of their older fieldé is in fact

diminishing. However, thus far this has been more than compensated for by

increases in output in relatively new areas of West Siberia.

The CIA warns, however, that pumping at such rapid rates from those new
fields is unlikely to continue. Moreover, they argué that most of the untapped

reserves are located in cold and hostile regions. This is true; yet it is also
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PROVEN AND PROBABLE (A + B + Cq)

“Billion Billion
Source - X Tons ' Barrels
ICongressional Research Service, Library of Con- 5.2-7 38-56
gress, CRS-1 IB75059, Update, February 25,
1976 _ '
2Um'ted Nations, Statistical Yearbook, 1971, 8.1 59
Volume 23, New York, 1972, p. 18l
3central Inteliigence Agency, Research Aid « 10,0 73
Soviet Long-Range Energy Forecasts, .
Washington, D.C., September 1975, p. 10
4 eslie Dienes, "Energy Self-Sufficiency in - 10.3 75
the Soviet Union," Current History,
August 1975, p. 47 T
5J. H. Cheshire and Miss C. Huggett, <« 105 77
"Primary Energy Production in the Soviet -
Union: Problems and Prospects," Energy
Policy, September 1975, p. 229.
5011 and Gas Journal, December 1975 10.9 80
7International Petroleum Encyclopedia, 11.3 83
Tulsa, Oklahoma, The Petroleum
Publishing Company, 1975, pp. 203 and 297
8United States Geological Survey for 1973 ‘ 13.5 99
9Jeremy Russell, Energy as a Factor in 14.0 103
Soviet Foreign Policy, London, Saxon
House--Lexington Books, 1976, p. 40
]OUnited States Geological Survey, Summary of 13.5 99

Petroleum and Selected Mineral Statistics .
for 120 Countries, Including Offshore
Areas, Joseph P. Albers et al., Washington,
D.C., United States Government Printing
Office, 1973, pp. 142-143
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Tiumen fields in West Siberia for similér reasons. To the amazement of many,
however, not only are the Soviets pumping almost 35% of their output from the
- Tiumen region, but output there in 1976 j&mped by ‘almost 30 million tons
(600,000 bd). This accomplishment is all the more impressive when it is
. yemembered that oil was first discovered at Samotlor only in 1960. Only eight
yvears later the firét commercial wel; there was opened. Moreover, the Soviets
had to develop their own techniques for operating in ths new and extreme environ-
ment of permafrost all year long — with sub~zero we;ther in the winter and heat,
swamp, and mosquitos in the summer. it helps, of course, that the Soviets do
not have to trouble themselves with ﬁﬁﬁjsame kind of environmental safeguards
that have bedeviled our oil companies in Alaska. \It is also necessary to
remember that the Soviets are used to wgrking ﬁnder éxtreme conditions, par-
ticularly in frigid zones, that most Americans would find intolerable. For
that reason it ié unwise to assume that new deposits in equally or more hostile
regions of the Soviet Union will be unworkable or will come slowly.ll Nor
should it be forgotten that despite the remoteness and difficult working con-
ditions of many of these areas, each pric¢ increase in the world market makes

feasible many projects that previously may have been unprofitable.

IV. Technology

Finally, a key assumption in the CIA report is that Soviet technology is
unable to cope with the difficult exploration, -drilling, and pumping conditions
that exist in the USSR. After referring to the difficuity of developing petro-
leum in places such as the Arctic, Kamchatka, and Sakhalin's off-shore regions;
and the Fast Siberian lowlands, and in particular the deep wells in the Caspian,

the CTA asserts that "the USSR lacks the equipment and experience necessary to
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undertake a deep drilling program without extensive Western help," 12 Again,

the CIA is correct as far as it goes. Soviet turbodrill rigs are highly inef--
ficient for thé deep drilling that is becoming increasingly necessary in the:
USSR. Similarly many of the drilling bits used in the Soviet Union are inef-
ficient. The CIA is also correct when it argues that the Soviet Union is faced

M.

with the necessity of pumping out increasing quantities of water with its petro=-
¥

. leum. But conceding all these points does not necéssarily lead to the con-

clusion that output will fall. Certainly new production wiil be more costly.r
It will also necessitate significanthipfusion of foreign technology._ As export
prices rise, however, the purchase of.foreign techﬁology becomes all the more
attractive. Indeed, the Soviets for some time havéhbeen active puichasers of
Western petroleum technology. They have bought ﬁillions of dollars worth of

pipé, large numbers of'semi-submersible puﬁps, and off-shore o0il rigs. They

are negotiating for the purchaée of drill bit and other petroleum equipment

factories. While all of this will be expensive, it is by no means an unsur-

mountable obstacle.

In sum, there seems to be no doubt that sooner or later the Soviet Union
will find itself short of petroleum, just like most of the other industrialized

countries in the world. However, there is very good reason to believe that it

‘ will be later than the CIA indicates, and that the Soviets will not be able %o

solve their domestic shortages by massive imports of petroleum.
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Dear Professor Goldman,

I read and enjoyed your article on "0il and
Credibility" in the 28 April edition of The New York
Times. By now you will have received your copies of
two CIA studies which have been released on this
question.

Being new as Director of the CIA, I am most
anxious to insure our credibility. In part this comes
from the way we do our business; in part it comes from
the substance of the work we produce. Your article
indicates some criticism on the latter score. I would
be most interested in your detailed points of criticism
once you have had a chance to read the studies.

Your article and a number of others that have
appeared in the media tend to focus on the energy
reserve base. From what I understand of our analysts'®
view, they do not see any major increases in Soviet oil
production from new fields no matter how many barrels
of o0il are buried somewhere and under Soviet control, and
we agree they are considerable. "As detailed in our
report on the prospects for Soviet oil, the USSR's limited
drilling capacity is a major factor in this conclusion.
Hence, we do not concur with your point that the fact
that the Soviets have large oil reserves means that they
can make their target for 1980 or, in fact, avoid a
downturn in production during the next several years.
Incidentally, taking definitional differences into account,
our analysts think it is necessary to scale down the
81 billion barrels of reserves you cite to make it
comparable w1th proved reserve figures for the United

States. O E LOZ.L
( |
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I would agree with you that should the Soviet Union
turn to a net importer of oil rather than an exporter,
they will have very serious problems with hard currency
earnings. In fact, it is almost inconceivable that
they could finance this level of imports, and they will
no doubt go to great lengths to avoid doing so.. Our
study was not intended to predict what the Soviets
would in fact do, simply to describe the magnitude of
the problem that the USSR and Eastern Europe together
will face by 1985 if the trends now in train continue.
This is much the same approach we used in the 1985
worldwide energy paper.

We are now in the process of analyzing the options
available to the Soviets to conserve energy and to
reduce import demand. Hopefully, an unclassified paper
will be available within a month or so. I will send
you a copy at that time and look forward to any comments
you may care to offer.

Yours sincerely,

/s/ stansfield Turnel

STANSFIELD TURNER
Admiral, U.S. Navy

Professor Marshall I. Goldman
Wellesley College
Wellesley, Massachusetts 02181
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~ CAMBRIDGE, Mass.—~President Car-
ter’s call for energy conservation comes
nene too early. While some may argue
whether it will be, 1983 or 1987 when
petroleum demand exceeds supply,
most authorities agree that if demand
continues to grow there wili indeed be
a shortage,

. Despite aﬂreement over the ultxmate
conclusion, there is a good deal of
public skepticism abont the actual di~
mensions of the problem, Because of
past warnings that occasionally have

-~ proved to be premature or false, it is

vitally important that -the  President
and his advisers not-exaggerate. Un-

~ fortunately, Mr. Carter seems to have

done just that wnen -he:cited the
Central Intelligenca Agency study of

the demand and supply of ehergy in.-

1983. The general conclusion is not
wrong, but parts of the analysis ap-

pear to be incorrect. They could affect .

the public’s attitude towards
whole’ report’s ‘credibility:.

In particular, the report predicts
hat by 1083 the Soviet Union and
Eastern Europe will need to import
3.5 million to 4.5 million barrels of

the

. oil a day and that this will intensify

demand pressures on the rest of us.

Predicting Soviet oil output by 1983
is risky. Estimates of Soviet petroleum
s are a state secret, Conse-
quently, foreigners can only: guess

" about Soviet production potential hy

projecting what comparable geological
formations elsewhere in the world
would yield. - Such estimates - vary
widely, but 81 billion barrels-is a’
plausible guess. If correct, that-means
the Russians have the potential .not’ -
only to maintain their existing output
but to fulfill their -target- for 1980,

- which calls for an increase in outpu.. -
. of 5.4 percent a year, N e
. they project for 1930, ‘that should still, .

Output in several Soviet: oil fields in

-.1976 was less than that of 1975, but
. output from the gigantic Tyumen flelds

* in western Siberia more than made up
* for that. The G.LA. assumes that the

" sians have ofun

Tyumen fields cannot continue to’ pro-
vide. such .largesscale - increments.in .

- putput yearly. However, the Russians’

have indicated that there are potentlal-

ly rich depasits elsewhers and in other

geglggical strata, Moreover, the Rus-

til-nows, heen partice
oil recovery and off-

they are now tumma acuvely to the

tave of the higher world prices.

crease its use gt‘ nuclear power.

_that the Soviet Union will not be able.

_ 5.5 million barrels a day. This, in turn,

<year-plan: target for 1980 of 12.3 mil-
- lion barrels a day wilt not be fulfilled"

_domestic demand and

‘priced world petroleunr of 1985.

- . cause of the tightened. ma.rket. s
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_in 1973. But an increase in prices

By Marshall I. Goldman ..

;'/

serves to make economically feasibla.
what before was considered unprofit-
able.” Certainly, if the C.LA.s predic-
tions about shartages elsewhere in the
world prove to be correct, thers is
likely to be another significant price
increasa ahead. This will mean that the
Russians will have addad incentive not |
only to work Ic_i_eggw;s_t.b.at—mgm

p 1on In order to take advan-

The Russians and even the East
Europeans have some leeway to do
this since the Soviet Union has coal.
and unusually large deposits of natural
gas. it can substitute. It can al.so m-.

The Soviet .not only has the
incentive tg Conserveth order to divert
petroleum to this high-priced market,
but will be sorely pressed if it has to-
import. - The C.LA. scenario implies

to export petroleum. However, since
petroletm exports in 1976 accounted
for about 50 percent of the Soviet
Union’s hard-currency earnings, it is:

Pard to see where the Sowiet-Unior—
mw&hai*to—mmtﬁ‘f‘

partxcularly if the real price of petro-
leum contmues to climb.

The C.LA. is saving, therefore, tnat
not only will the Soviet Union and its
allies have to Import 3.5 to 4.3 million
barrels a day, but because it will not’
be able to export its current one mil--
lion barrels-a day to hard-currency:
countries, the overall impact on the
world market will be a drain of 4.5 to

seems to imply that the Soviet five-

Jand that:such- productxon cannot be
susta.med mto 1985. .

" 8p. far,: however, tha - Rusmans are

kee in hew..ta;:gebe—-—":‘:ven if:
‘théy produce no more in 1985 than

.“'.

be enough to allow ‘them and their
allies to increase- theid ‘consumption
by 50 percent a year for the naxt eight:
years, sustamed by -only (one million |

ba Even then, |

this implies not only no curbing of

rtm_gfwmlu
cant gil discoveries, bu¥"afn abundance

ard currency to pay for the higher-«
s
Again, the issue is not whether theJ

Soviet Union WL\I ever run out ‘of.

-much longer t an, t A(.) says g
fore .the Soviet Umon ‘hecomes th=

e A P e it s £ e et

I



.

Approved \If?Release 2006/11/13 : CIA-RDP80MOOWSAOOOSOOO?OOO‘lf

Prbspects for Soviet Oil Production

ER 77-10270
April 1977

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9



Al

Approved f‘?Release 2006/11/13 : CIA-RDP80MO00Y$A000800070001-9

Cponny

The International Energy Situation:
Outlook to 1985

ER 77-10240 U
April 1977

' - Copy No.
Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9




i ]

Approved For Release 2_006/1 1/13 : CIA-RDP80M00165A000800070001-9

<y A‘ N "H'
1

SENDER WILL CHECK CLASSIFICATION TOP AND BOTTOM
[ UNCLASSIFIED | | CONFIDENTIAL | | SECRET

OFFICIAL ROUTING SLIP

TO MNAME AND ADDRESS DATE INITIALS

' |7 ‘)/ £ DLT

2 /Z, ;gﬂ:,d/"

25X1

5

[
ACTION UIREGT‘ REPLY PREPARE REPLY
APPROYAL DISPATCH RECOMMENDATION
COMMENT FILE RETURN
CONCURRENCE | IMFORMATION SIGNATURE

Remarks:

%/4&/ 55/4
Isidrand

ALY -

FOLD HERE TO RETURN TO SENDER
FROM: NAME, ADDRESS ANO PHONE MO. DATE

FORM 40, Use previous editions 2USGP — oao. (40)
1-67 237 p 0: 1976 — 202-953



Approved A,F‘B?Release

—

2006/11/13 : CIA-RDP80M0GY¢5A000800070001-9

o

MEMORANDUM FOR:

P~

o uIth
from the
The firs
- . simply £
’ that we

rcopies of the two CIA papers.

e

Exsoutive Registry

7= ng/

DCI Executive Secretary

ave attached & rewritten letter
Director
t draft was really quite good. I
leshed it out & pbit. Please note
have already sent Professor‘Goldman

Deputy D1lrectot
Economic Research

to Professor Goldman. s

STAT

FORM USE PREVIOU
575 101 epivions

({":""' LRI
- b R T E e

i Date 4 may 77

ciend m:...E ’“/ Lé ¢ Z ) .
W . | ’ )

- A - . .
. pproved For Release 2006/11/13 : CIA-RDP80M00165A000800070001 9




STAT Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9

Approved For Release 2006/11/13 : CIA-RDP80M00165A000800070001-9



Approved For Release 2006/11/13 : QJA-RDPSOMOM65AOP0800070001-9

TRANSMITTAL SLIP

DATE

TO:

Ml A

ROOM NO. BUILDING

f\. /
REMARKS:

R
%

P

FROM:

L

ROOM NO.

BUILDING
Ap|lrov_ed For Release 2006/11/13 :

EXTENSION
CIA-RDP80MO001 6FA000800070001 -9

YORY RO .24" REPLACES FORM 26-8

1FEB 33

WHICH MAY BE USED.

“n

STAT



S T R T

Approved For Release 2006/1 1/13 : CIA-RDP80MO00165A000800070001-9
1] UNCLASSIED ] ] CONFIDENTIAL | T SECRET |

B e

Ve s E P K ORI TR L
EXECUTIVE SECRETARIAT 9\\;'

Royting Slip . \T/

ACTION INFO DATE INITIAL
1} oar AV x5 Jutlry
2| obc \ X :
3| bp/pai/iC » :
4| DDS&T
5| Dbt -
6| Dpa X | R
7| opo :
8| o/pcyNI
9] &cC
10} LC
TR ]
12| Compt
13| D/Pers ) : o
14| D/s
15| DiR T
16 A/DCI/PA X
17| AO/DC
i8] C/Ips
19| DCI/SS
20 - ]
21 -
22 )

SUSPENSE. £l ey
Date '!;T"‘
Remarks: o -
: Please develop coordinated response.

A

‘Approved For Release 2006/11/13 : CIA-RDP8

J637  (3-77)

STAT



\

Approved For R | ase 2006/11/13 : CIA- RDP80M00165m0800070001 -9
?« @Q KX LEN@IS WESLEYAN UNIVERSIT Y/BLQQMmGToN ILL. 61701

DEPARTMENT OF POLITICAL SCIENCE Es

Reculive neg.irr

- June 24, 1977

Admiral Stansfield Turner
Director of Central Intelligence
Central Intelligence Agency
Washington, D. C. 20505

Dear Admiral Turner: .

I last brought students to Washington for a course on foreign policy
formation in January, 1976; I presently am planning a similar course for
students at Illinois Wesleyan University, for the week of January 16-20,
1978. In these "travel courses' students spend about two weeks on campus
studying the basic aspects of the subject, and then travel to the place
where the activity studied is taking place. They visit the activity, listen
to briefings or discussion, ask questions,  and assimilate the practical
aspects with the theoretical aspects previously studied. Preregistration -
for the course indicates that about fifteen students will be taking the
course next year. I recently-noted in the news that the Central Intelligence
Agency was planning to have guided tours. In the hope that you-are also
considering giving briefings to groups of students by next Janvary, I make
tnls request.

During the week of January 16-20, 1978, I would like my students briefed
on the role of intelligence in foreign policy meking by en employee of your
agency. In the past we have been accustomed to having ninety-minute briefing sessicns
with a forty-five minute formal presentation, followed by forty-five minutes
of students' questions. So far, except for the morning of Tuesday, January 17,
our schedule is open. If you would designate a time and place for us to be
present, when a ninety minute session would be possible, we will be there. If
by chance the time which you select has already been chosen, I will write you
at once, to arrange another time.

le will be interested in learning what the role of intelligence in foreign
policy is, and how the C. I. A. participates: din embassies and with overseas
missions, with executive departments {(particularly State and Defense), and with
" the National Security Council. If you choose, we would be interested in
specific policies and situations.

If we would ve able to receive a briefing by the Central Intelligence
Lgency, ny students and I would be most aporeciative. Thank you for
considering our request. I loock forward to your reply.

Very truly yours,

2l

Pob rt G. Leh
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